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the law of diminishing return, the effect of both being
to limit the field of international exchange.

Another step towards reality may now ,be taken.
Let us assume that A and B produce not x and y
only, but also a third commodity 2, and that one unit
of productive power in A will produce 10(b, while one
in B will only produce 90#. Previous to the intro-
duction of 2, the terms of exchange have been, suppose,
l(b;= 16y. B is now able to offer to A not x only,
but also z, and it will be A's interest to take some
of the commodity z at ll/2/= 90#, as there would be
a gain of 5z by the transaction, since in A \y = 5z
.*. 17^=850. The exact terms of exchange will
depend on the amount of x and z required by A com-
pared with that of y by B; but whatever it may be,
there is no doubt but that B's position, as a trader 3
will be improved. In like manner, a commodity w
may be added, whose conditions of production are such
thai a unit of productive power in A produces 50w,
in B 40w; here, if the ratios of exchange be, as would
follow from the last case, 10x = l7?/ = 90s, it will be
A's interest to offer 45w for 10#, since it thus gains
5iv ; it is, too, for B's advantage to accept these terms,
as it will also gain a similar amount.

The actual rates finally established will, in the
.more complex as in the simpler case, depend on the
play of reciprocal demand; but it cannot be overlooked
that the introduction of several commodities on each
side will produce a steadying effect, in addition to that
exerted by the presence of a large number of .dealers
and consumers. The terms of exchange will be set
by the comparative demand of each nation for all the
products of the other, which are the subject of foreign